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borrowing needs of U.S. agriculture and the nation’s rural economy. In addition to
serving its direct retail borrowers, the Bank also provides wholesale loans and other
financial services to 22 affiliated Farm Credit associations serving approximately
70,000 farmers, ranchers and other rural borrowers in 23 states around the country.
The Bank’s members consist of: agricultural cooperatives; other food and agribusiness
companies; rural power, communications and water cooperatives and companies;
rural community facilities; Agricultural Credit Associations (Associations), which are
regulated, farmer-owned financial institutions and members of the System; and other
businesses that serve agriculture and rural communities.

. COMMENTS OF COBANK

CoBank appreciates the participatory process through which the Banking
Regulators seek to refine their respective derivatives-related capital requirements for
advanced approaches banking institutions (each an “AA Bank”) to be more risk
sensitive and to better account for common risk-reducing practices like netting and
the posting of variation and initial margin. However, as explained in further detail
below, if finalized as proposed, the Proposed Rule would: (A) not properly account for
the risk-reducing characteristics of segregated initial margin that futures commission
merchants (“FCMs”) hold in trust for clients; (B) undermine congressional intent; and
(C) fail to recognize the risk-reducing features of cross-collateralized hedged loans.

A. The Proposed Rule does not Properly Account for the Risk-
Reducing Characteristics of Segregated Client Initial
Margin

The Proposed Rule, like the Current Exposure Method it modifies, does not
properly account for the risk-reducing characteristics of segregated client initial margin
by mischaracterizing the nature of such collateral. Specifically, the Proposed Rule
would require FCMs to use a modified version of SA-CCR to determine on- and off-
balance sheet amounts of derivative contracts for purposes of calculating the
Supplementary Leverage Ratio.2 The calculation improperly treats client initial margin
held in segregated trust accounts as providing additional leverage to the FCMs. The
calculation also does not allow an FCM to offset its guarantee of a client’s trade with
the initial margin posted by that client with respect to that trade. This approach
ignores the fact that significant regulatory constraints and contractual limitations
restrict an FCM’s access to these trust deposits that are designed to be risk-reducing
buffers to protect against client defaults. Put differently, by regarding restricted client
initial margin as a liability on the FCM’'s books as though the FCM itself owned the
collateral, the Proposed Rule overlooks (i) the rights enjoyed by the true beneficial
owners of such collateral, and (ii) the duties of the FCM trustees under such
arrangements. The likely consequence of the Proposed Rule failing to account for this
critical risk-reducing function of segregated client margin by means of an offset is
increased costs for non-financial derivative end-users, which could translate to a
reduction in the availability and use of clearing services.

As such, CoBank respectfully requests that the Banking Regulators modify the
Proposed Rule to properly account for the risk-reducing role of initial margin. Doing

2 See Proposed Rule at 64,683.









